
POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  FIDUCIARY DUTIES 
 
By virtue of the responsibilities assigned to the SIB by North 

Dakota Century Code Chapter 21-10, the members of the SIB are 

fiduciaries for ten twelve statutory funds.  Through contractual 

obligations, fiduciary responsibility extends to five ten 

additional funds.  Exhibit E-I lists the funds. 

 

A fiduciary is a person who has discretionary authority or 

management responsibility for assets held in trust to which another 

has beneficial title or interest.  The fiduciary is responsible for 

knowing the "prudent requirements" for the investment of trust 

assets.  Remedial actions may be assessed against fiduciaries for 

violations of fiduciary duty. 

 

North Dakota state law provides broad fiduciary guidelines for the 

SIB members.  NDCC 21-10-07 specifies that "the state investment 

board shall apply the prudent investor rule in investing for funds 

under its supervision.  The "prudent investor rule" means that in 

making investments, the fiduciaries shall exercise the judgment and 

care, under the circumstances then prevailing, that an 

institutional investor of ordinary prudence, discretion, and 

intelligence exercises in the management of large investments 

entrusted to it, not in regard to speculation but in regard to the 

permanent disposition of funds, considering probable safety of 

capital as well as probable income." 

 

Procedural prudence is a term that has evolved to describe the 

appropriate activities of a person (or persons) who act in a 

fiduciary role.  Court decisions to date indicate that procedural 

prudence is more important in assessing fiduciary activities than 

actual portfolio performance.  A fiduciary cannot be faulted for 

making the "wrong" decision provided that proper due diligence was 

performed. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  FIDUCIARY DUTIES 

 

The key to successfully discharging the SIB's fiduciary duties is 

the establishment of and adherence to proper due diligence 

procedures.  While not bound by ERISA (Employee Retirement and 

Income Security Act of 1974), the SIB will use the procedural 

prudence outlined by ERISA as guidance in developing its 

procedures: 

 

1. An investment policy must be established for each fund and 

must be in writing. 

 

 2. Plan assets must be diversified, unless under the 

circumstances it would be prudent not to do so. 

 

 3. Investment decisions must be made with the skill and care 

of a prudent expert. 

 

 4. Investment performance must be monitored. 

 

 5. Investment expenses must be controlled. 

 

 6. Prohibited transactions must be avoided. 
 
Policy Implemented: September 20, 1995. 
Amended: May 30, 1997; January 22, 1999. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INVESTMENT PROCESS 
 
 

 

The SIB believes that an investment program must be built and 

managed like any good business, with a clear statement of mission, 

overall objectives, roles and responsibilities, and policies and 

guidelines.  Major issues to be faced by the SIB will revolve 

around: 

 

Asset allocation targets: 

 

 • Setting appropriate benchmarks. 

 • Finding the right managers. 

 • Monitoring the program. 

 • Searching for appropriate new opportunities. 

 

To ensure rigorous attention to all aspects of the investment 

program, the SIB follows an established investment process.  This 

process, described by the diagram on the following page, involves 

three phases: 

 

 • Investment policy development/modification. 

 • Implementation/monitoring. 

 • Evaluation. 

 

The first column of boxes describes the policy development phase, 

the middle column implementation/monitoring, and the last box on 

right evaluation.  Activities associated with internal entities are 

shown along the top.  Those associated with external entities are 

shown along the bottom.  The middle shows activities that internal 

and external entities work on together. 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  KEY PROGRAM ENTITIES AND RESPONSIBILITIES 
 
The key responsibilities of the entities involved in the investment 

program are: 

 

Fund Governing Bodies 

 

 1.  Establish policy on investment goals and objectives. 

 

 2.  Establish asset allocation. 

 

 3.  Hire actuary when required. 

 

SIB  

 

 1.  Invest funds entrusted by statute and contracted entities. 

 

 2.  Set policies on appropriate investments and investment 

practices for entrusted funds. 

 

 3.  Approve asset allocation and investment policies of 

participating trust funds. 

 

 4.  Report the investment performance of the funds to each 

fund's governing authority. 

 

 5.  Hire and terminate money managers, custodians, and 

consultants. 

 

Investment Officer and RIO Staff 

 

 1.  Implement investment policies approved by the SIB. 

 

 2.  Provide research and administrative support for SIB 

projects. 

 

 3.  Recommend investment regulations appropriate for governing 

the investment of entrusted funds. 

 

4.  Assist fund governing bodies in developing asset 

allocation and investment policies. 

 

5.  Evaluate money manager adherence to investment objectives. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  KEY PROGRAM ENTITIES AND RESPONSIBILITIES 

 

 

 6.  Provide performance reports to the SIB and boards of 

participating funds. 

 

 7.  Recommend hiring or terminating money managers, 

custodians, consultants, and other outside services needed 

to effectively manage the investment funds. 

 

 8.  Develop and maintain appropriate accounting policies and 

systems for the funds entrusted to the SIB. 

 

Investment Consultant 

 

 1.  Measure money manager performance and monitor adherence to 

investment goals, objectives, and policies. 

 

 2.  Conduct annual evaluation of program policies and results, 

and assist in development of annual work plan. 

 

 3.  Assist in implementation of annual work plan. 

 

 4.  Conduct asset allocation or asset/liability studies. 

 

 5.  Conduct requested money manager searches. 

 

 6.  Assist in development of investment policies and manager 

structure and rebalancing guidelines. 

 

 7.  Extension of staff for special projects. 

 

Actuary 

 

1. Assist fund governing bodies in developing benefit and 

funding policies. 

 

2. Measure actuarial soundness of plan. 

 

3. Perform experience studies as requested by plan sponsor. 

Provide liability projections as needed. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  KEY PROGRAM ENTITIES AND RESPONSIBILITIES 

 

 

 4.  Provide liability projections as needed. 

 

 5.  Conduct annual evaluation of program policies and results, 

and assist in development of annual work plan. 

 

 6.  Assist in implementation of annual work plan. 

 

Auditor 

 

 1.  Measure, validate, and offer an opinion on agency 

financial statements and management. 

 

2.  Assist in developing appropriate accounting policies and 
procedures. 

 

3.  Bring technical competence, sound business judgement,    

  integrity, and objectivity to the financial reporting   

   process. 

 

Master Custodian 

 

 1.  Provide safekeeping of all securities purchased by 

managers on behalf of the SIB. 

 

 2.  Provide global custody services. 

 

 3.  Collect interest, dividend, and principal payments in a 

timely manner. 

 

 4.  Provide for timely settlement of securities transactions. 

 

 5.  Price all securities and post transactions daily. 

 

 6.  Maintain short-term investment vehicles for investment of 

cash not invested by SIB managers.  Sweep all manager 

accounts daily to ensure all available cash is invested. 

 

7.  Provide monthly, quarterly, and annual accounting reports 
for posting to RIO's general ledger. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  KEY PROGRAM ENTITIES AND RESPONSIBILITIES 
 
  

 8. May manage a securities lending program to enhance        

       income. 

 

 9.  Provide electronic access to accounting reports. 

 

 10. Provide other services that assist with the monitoring of 

managers and investments. 

 

Portfolio Managers 

 

 1. Manage portfolios as assigned by the SIB. 

 

 2. Provide liquidity, as required, in a timely and cost-

efficient manner. 

 

 3. Vote proxies. 

 

 4. Provide educational assistance to board. 

 

Exhibit E-II lists the key program entities. 

 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INVESTMENT POLICY DEVELOPMENT - TRUST FUNDS 
 
 

 

All funds under SIB management must have a written investment 

policy.  Investment policy forms the cornerstone of the management 

of any investment program.  A sound investment policy ensures that 

fund assets are managed in a disciplined process, based on long-

term fundamental investment principles. 

 

For the larger, more complex trust funds, consultants are used to 

assist in policy and asset allocation development.  Their 

specialized skills are needed to model and analyze the many 

variables that go into determining a proper asset allocation. 

 

Policy development starts with the specification of investment 

objectives, constraints, and preferences.  Fund trustees must 

address a number of factors:  

 

 • What is the fund's objective(s)? 

 

 • What is the board's tolerance for risk or threshold for 

under-performance? 

 

 • What are the fund's liquidity needs and cash flow 

characteristics? 

 

 • What are the board's asset class preferences and 

constraints? 

 

 • What is the actuarial earnings assumption? 

 

 • What are the legal or political considerations? 

 

 • What is the investment time horizon? 

 

Since the ultimate objective of fund investments is to provide for 

the payment of future capital needs, claims, or other monetary 

requirements, it is essential that the investment policy be 

developed within the context of fund liabilities or spending 

policy. The development of investment policy, therefore, is always 

unique to the circumstances of each fund. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INVESTMENT POLICY DEVELOPMENT - TRUST FUNDS 
 
 

 

Complex actuarial models are used to quantify the liabilities of 

the pension plans and Workers Compensation Fund Workforce Safety 

and Insurance.  Internal entities develop cash flow forecasts for 

the smaller funds based on past claims or anticipated expenditures. 

 

Asset allocation optimizations are used to quantify the range of 

future investment outcomes.  Investment consultants contribute 

needed expertise on capital market expectations and in identifying 

the risks associated with a particular asset allocation. 

 

For some funds, the risk/return tradeoffs of alternative portfolios 

are not well represented by expected returns and standard 

deviation. More important are the expected results for required 

sponsor and participant contributions and funded ratios over time. 

Asset/liability modeling is the tool that allows the governing 

boards to examine and assess the tradeoffs leading to an 

appropriate investment policy. 

 

The results of the optimizations are a description of the range of 

financial results that might realistically be expected to occur. 

These results provide the basis for determining an asset 

allocation. 

 

In accordance with NDCC 21-10-02.1, RIO staff works with each 

fund's governing authority, and consultants as needed, to develop 

an investment policy, which includes an appropriate asset 

allocation, for each of the statutory funds.  Contracted entities 

are responsible for their own policy development. 

 

Each policy, as a minimum, will include the following information: 

 

 1. Fund characteristics and constraints. 

 

  • An explanation as to the purpose of the portfolio and 

its legal structure. 

 

  • Size of portfolio and the likelihood and amount of 

future contributions and disbursements. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INVESTMENT POLICY DEVELOPMENT - TRUST FUNDS 
 
 

  • Participant demographics when applicable. 

 

  • Fiscal health of fund. 

 

  • Constraints. 

 

  • Unique circumstances. 

 

 2. Responsibilities of SIB 

 

 3. Investment objectives. 

 

4. Standards of investment performance. 

 

5. Asset allocation policy and guidelines. 

 

6. Evaluation and review. 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INVESTMENT POLICY DEVELOPMENT - INVESTMENT POOLS 
 
 

 

The SIB does no in-house investment of funds.  All investment 

activity is delegated to outside money managers.  Within each asset 

class there are numerous manager styles (i.e. market sector 

specializations) that may be employed by the SIB to effect exposure 

to the various asset classes.  Exhibit E-III lists and defines the 

manager styles currently in use. 

 

SIB investment pool policy statements will define the following for 

each asset class: 

 

 1. Strategic objectives. 

 

 2. Performance objectives. 

 

  • Appropriate capital market benchmarks. 

 

  • Excess return targets, after payment of investment 

management fees. 

 

  • Peer-group ranking. 

 

  • Risk characteristics. 

 

  • Termination factors. 

 

 3. Portfolio constraints. 

 

  • Quality of securities/portfolio (security - BAA/ 

portfolio - AA). 

 

  • Quantity held (maximum in company/industry/economic 

sector). 

 

  • Other specific restrictions if applicable (ADRs, 144A 

securities, prohibited transactions, etc.). 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INVESTMENT POLICY DEVELOPMENT - INVESTMENT POOLS 
 
 

 4. Investment structure. 

 

  • Percent of assets per manager style. 

 

  • Ranges for rebalancing. 

 

 5. Control procedures. 

 

  • Duties and responsibilities of the SIB. 

 

  • Duties and responsibilities of money managers. 

 

  • Reporting requirements. 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  MONITORING 
 
 

The SIB will ensure that appropriate monitoring mechanisms are in 

place at all times.  The three basic mechanisms are: 

 

 • Accounting 

 • Auditing 

 • Performance Measurement 

 

The primary objective of these functions is to provide useful 

information to decision makers (fiduciaries and legislators).  

These monitoring functions are needed to keep track of assets and 

manager activity and to control the asset mix.  Different aspects 

of these activities will be conducted internally by RIO staff and 

externally by the master custodian, auditors, and investment 

consultants. 

 

Accounting 

 

The master custodian will provide RIO staff with such accounting 

detail and at such frequency as the staff deems necessary to 

fulfill the SIB's reporting requirements. 

 

From this information, RIO accounting staff will generate monthly 

and annual financial statements for each of the trust funds managed 

by the SIB. 

 

Auditing 

 

The North Dakota State Auditor is responsible for the external 

audit of RIO.  They may assign this responsibility to an outside 

firm which they select by way of the RFP process.  The SIB Audit 

Committee may make recommendations to the State Auditor concerning 

the selection, evaluation, and termination of this firm.  This firm 

conducts an extensive financial and management audit for each 

fiscal year.  The audited financial statements are filed with the 

Legislative Audit and Fiscal Review Committee.    
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  MONITORING 
 
 

RIO has a dedicated internal audit function that reports to the SIB 

Audit Committee.  The internal audit function encompasses both the 

investment and retirement divisions of RIO. The primary 

responsibilities of investment auditing will may include testing 

interest and dividend payments to ensure earnings are properly 

received; determine compliance with SIB policy, state law, and 

applicable federal laws and regulations; test compliance of 

investment managers with proxy voting responsibilities; and review 

security transaction costs.  The SIB Audit Committee has oversight 

responsibilities as outlined in the SIB Audit Committee charter. 

 

Performance Measurement and Reporting 

 

The third element of monitoring entails measuring the performance 

of the individual investment managers and the total fund 

performance of each of the funds under the SIB.  The SIB will 

retain reputable investment consultants or performance measurement 

services to provide comprehensive quarterly performance measurement 

information. This information will include data on the capital 

markets, other plan sponsors, and other investment managers. 

Performance results for SIB accounts will be calculated from data 

provided by the master custodian and compared to relevant capital 

market benchmarks, other public funds, manager peer groups, and 

investment goals specified in the asset class investment policy. 

Time periods covered by the report may vary but generally will 

include the most recent quarter, last 12 months, last three years, 

five years, and longer time periods (as data is available). 

 

RIO staff will use appropriate sources to compile monthly 

performance reports for each of the funds under the SIB that show 

recent performance and asset mix. 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PROXY VOTING 
 
 

 

 STATEMENT OF POLICY 

 

It shall be the policy of the State Investment Board (SIB) to vote 

all proxies appurtenant to shares held in the various plans 

administered by the Board, and to vote said shares in a manner that 

best serves the system's interests.  Specifically, all shares are 

to be voted with the interest of preserving or enhancing share 

value.  The Board endorses the Department of Labor opinion that 

proxies have economic power which shareholders are obligated to 

exercise to improve corporate performance.  The Board further 

recognized that proxy issues are frequently complex, requiring 

expert guidance; accordingly, it has adopted procedures that employ 

such experts. 

 

The objectives of these policies are as follows: 

 

 1. Exercise the value empowered in proxies. 

 

 2. Maintain or improve share value for the exclusive benefit 

of the participants. 

 

 3. Achieve changes for the common good whenever these do not 

conflict with the exclusive benefit objective. 

 

 

 PROCEDURES 

 

 DISTINCTION OF RESPONSIBILITIES 

 

  Master Custodian 

 

  The system's master custodian shall be responsible for 

timely receipt and distribution of proxy ballots to the 

appropriate investment management institutions. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PROXY VOTING 
 
 

  Managers 

 

  The managers shall be responsible for promptly voting all 

proxies pursuant to the Board's policies, and in keeping 

with the managers' best judgements. 

 

  Staff 

 

Staff, in concert with the master custodian and the 

managers, shall be responsible for monitoring the receipt 

and voting of all proxies. 

 

  Board 

 

  The Board shall administer and enforce its policies.  This 

administration and enforcement requires reporting from 

responsible persons, as discussed in the following. 

 

 

 REPORTING 

 

  Master Custodian 

 

  The master custodian shall report monthly quarterly in 

writing on all pertinent proxy issues, including (1) 

receipt of proxy material; (2) nature of issues; (3) due 

date; (4) names of managers and dates forwarded; and (5) 

deficiency reports covering proxies that should have been 

received but were not. 

 

  Managers 

 

  Managers shall report quarterly in writing on how proxies 

have been voted, with explanations given whenever the 

Board's guidelines have not been followed. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PROXY VOTING 
 
   

  Staff 

 

  Internal audit staff shall report annually on the 

efficiency of the process, the portion of total proxies 

that have actually been voted, and compliance with Board 

directives. 

 

GUIDELINES 

 

The Board believes that good corporate investment decisions require 

good corporate governance, and that social responsibilities cannot 

be ignored in these decision processes.  Accordingly, the practice 

of faithfully voting with management will not be tolerated, nor 

will the "Wall Street Rule" which advocates the sale of shares if 

there is disagreement with management. 

 

In keeping with the Board's philosophy, the managers are encouraged 

to vote for proposals that increase or enhance the following, and 

against those that decrease or diminish the same: 

 

 • Health of the population 

 

 • Environmental conditions 

 

 • Management and Board accountability 

 

 • Abolition of management entrenchment 

 

 • Control of executive compensation 

 

 • Shareholder rights and ownership 

 

 • Fair labor practices 

 

Guidelines may be altered periodically by the Board as situations 

warrant. 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  IMPLEMENTATION - INVESTMENT MANAGER SELECTION 
 
The SIB hires investment managers with the intention of maintaining 

long-standing relationships.  Care is taken to select managers for 

defined roles based on their strengths in designated areas.  The 

hiring process is done in accordance with all applicable state and 

federal laws.   

 

Some manager selections are conducted by the consultant while 

others may be directed by the staff in coordination with the SIB 

board. Ultimately, Tthe selection process is often a team effort 

involving the investment consultants, SIB members, and RIO staff. A 

consultant is may be invaluable in this activity due to the large 

volume of data that needs to be collected, verified, and 

summarized. Also, their ongoing dialogue with money management 

firms provides useful qualitative input.   

 

The investment management business has rapidly evolved since the 

1990’s. It is recognized that many viable firms have been formed as 

the result of spin-offs or start-ups and may not have a traditional 

long-term investment performance history in accordance with the 

following guidelines.  There has also been a tremendous increase in 

the types of strategies available to institutional investors 

resulting in the need for flexibility in the establishment of 

investment criteria.  Subject to the case-by-case acceptance of 

deviation by the SIB members, Mmoney managers must meet the 

following minimum selection criteria for inclusion in a manager 

search: 

 

 • Must be a registered investment adviser, bank, insurance 

company, or investment company (mutual fund).  Should 

provide ADV Part II (registered investment adviser) 

prospectus (investment company) or comparable information 

(bank or insurance company). 

 

 • Provide at least five years of actual quarterly performance 

data that is time weighted, a representative composite of 

accounts, and meets AIMR standards Global Investment 

Performance Standards (GIPS). 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

E-8  
 
 



 
POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  IMPLEMENTATION - INVESTMENT MANAGER SELECTION 
 

 

• Provide information that illustrates the key investment 

personnel have been together for at least five years and 

the capabilities of the firm can handle the current level 

of investment activity. 

 

 • Able to articulate the firm's investment strategies and 

philosophy in a manner understandable by the Board, and 

provide a statement that the strategy has been followed for 

at least five years. 

 

 • Disclose any pending or past litigation or censure. 

 

 • Be willing to acknowledge their fiduciary status in writing 

(mutual funds are exempted from this requirement). 

 

The following steps will be followed in the selection process, 

subject to modification relative to investment strategy and manager 

search circumstances: 

 

•  Develop a profile of the type of manager needed.  This is  

base on the investment goals and asset allocations.       

Included in the profile are such things as: investment 

style, five and ten-year performance numbers, number of 

clients (in particular public funds), professional staff, 

assets under management, clients lost/gained over past 

year, and fees.   

 

Quantitative characteristics, such as GIPS-compliant 

composite return data, risk-adjusted rates of return and 

relevant portfolio characteristics. 

 

Qualitative characteristics, such as key personnel, 

investment philosophy, investment strategy, research 

orientation, decision making process, and risk controls. 

 

Organizational factors, such as type and size of firm, 

ownership structure, client servicing capabilities, 

ability to obtain and retain clients, and fees. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  IMPLEMENTATION - INVESTMENT MANAGER SELECTION 
 

 

• The Investment Officer will give a written report to the  

SIB on the due diligence process conducted by the 

Investment Officer, RIO staff, and the SIB in the manager 

selection process.  This report will include selection 

steps followed and process steps excluded.  

 

 • Consultant and/or staff uses the profile to screen their 

data base for managers that meet SIB criteria. 

 

 • Consultant and/or staff reduces the group to the top 10-15 

candidates and prepares a summary report.  The report will 

contain pertinent data on each of the candidates. 

 

 • The SIB/committee reviews the report with the consultant 

and narrows the field to about five finalists. 

 

 • When appropriate, the list of finalists is narrowed to two 

or three, and on-site visits are may be made by staff and 

board members to the candidates' home offices.  Visits by 

board members to potential manager sites must have board 

approval. 

 

 • When appropriate the Investment Officer will conduct fact-

finding pre-interviews.  SIB trustees and RIO staff will 

receive notice of these pre-interviews. 

 

  Interviews are conducted with each of the finalists in 

Bismarck.  All are required to bring the potential 

portfolio manager to the interview.  Particular attention 

is paid to gaining an understanding of the investment 

process and determining the manager's compatibility with 

the SIB's guidelines and objectives. 

   

  The Investment Officer will schedule manager interviews 

with the SIB. Following these interviews, the Investment 

Officer, with the advice of RIO staff and consultants, will 

make recommendations to the SIB on manager selection. 
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 POLICY TITLE:  IMPLEMENTATION - INVESTMENT MANAGER SELECTION 
 
 

 

 • The SIB will select the investment manager by majority 

vote. 

  

 • RIO staff, with the help of the consultant and under 

committee direction, prepare a final report and 

recommendation for the SIB. 

 

 • Manager(s) selected by the SIB are notified immediately by 

RIO staff.  Unsuccessful candidates are notified by 

consultant. 

 

 • Investment management contracts are reviewed and finalized, 

sent to the Attorney General for approval, and executed. 

 

 • Accounts are set up at the master custodian and on the 

internal general ledger. 

 

 • Consultant is notified when to begin the measurement of the 

investment performance of the manager(s). 

 

 
 
Policy Implemented: September 20, 1995 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  IMPLEMENTATION - PORTFOLIO REBALANCING 
 
 

 

Portfolio Rebalancing 

 

The need to rebalance the portfolio can arise due to a new asset 

allocation or because market activity has driven the actual 

distribution of assets away from the desired mix.  To minimize 

transaction costs due to rebalancing, RIO works with the investment 

consultants to determine appropriate ranges around the target mix 

(which are specified in the policy statement).  Rigidly adhered to, 

such a policy is a valuable risk control tool.  By maintaining 

asset mix within reasonably tight ranges, the SIB avoids making 

unintentional "bets" in the asset mix and avoids market-timing 

decisions. 

 

All of the funds the SIB oversees have an asset allocation with 

minimum and maximum limits assigned.  RIO's rebalancing policy 

requires the asset mix to be determined at the end of each month. 

At the end of each quarter, all portfolios deviating from the 

target beyond the acceptable limits are rebalanced to target. 

 

Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  EVALUATION 
 
The SIB will follow an annual evaluation cycle for the investment 

program to ensure systematic review of investment policies and 

performance results and the development and implementation of 

corrective action plans.  Evaluation of the program seeks to answer 

such questions as: 

 

 • Are all investment goals being met? 

 

 • What has worked and what has not? 

 

 • Have changes occurred in the capital markets, plan design, 

or board philosophy to warrant changes in investment 

policy? 

 

 • Are money managers meeting our expectations? 

 

 • Is continued confidence in the money managers warranted? 

 

 • Are accounting practices sound and fair to participating 

funds? 

 

 • Is service delivered in the most cost-effective manner? 

 

The SIB's consultants play a key role in helping to answer some of 

these questions.   The external auditor's report provides insight 

on accounting practices and cost effectiveness. 

 

Evaluation of Money Managers 

 

Achievement of the SIB's performance goals hinges on the success of 

the investment strategies and money managers it employs. Evaluation 

of each money manager must consider the following: 

 

 • Has the manager achieved the SIB's performance objectives? 

 

 • Has the firm adhered to the investment philosophy for which 

it was hired? 
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 POLICY TITLE:  EVALUATION 

 

 • Have there been any organizational or personnel changes 

that may negatively affect future performance? 

 

 • Are areas of concern being adequately addressed? 

 

 

 • Can the manager perform well in the future, regardless of 

whether extraordinary events, long-term performance, and/or 

short-term performance argue for termination? 

 

These criteria are assessed by quantitative and qualitative means: 

 

 • Analyses provided by the investment consultant. 

 

 • Annual meetings with each manager in Bismarck to discuss 

performance, investment philosophy, organizational changes, 

economic outlook, and areas of concern. 

 

Longer periods of time are better than shorter time periods when 

assessing a manager's performance.  Ideally, performance should be 

assessed over a market cycle.  Market cycles have varying lengths 

but have historically averaged 5-7 years.  The SIB will use a 

minimum five-year period to evaluate manager performance against 

long-term performance standards.  Long-term performance standards 

will be a market index that the manager has previously agreed to be 

measured against. 

 

Shorter-term performance standards will also be established for 

each money manager.  These standards will incorporate a minimum 

three-year measurement period and measure the manager against a 

previously agreed-upon peer group or style market index. 

                                                                   

                                             

Long-term performance standards, short-term performance standards, 

extraordinary events, and termination factors will be incorporated 

in the written asset class investment policies. 
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Evaluation of Program Costs 

 

Costs will be broken out by internal administration, investment 

consultants, master custodian, and external manager fees.  Reports 

will detail this information by investment pool, managers, and by 

fund. 

 

These costs will be compared to other funds on an annual basis. The 

most reliable source of comparison currently available is the cost 

survey prepared by the Canadian consulting firm Cost Effectiveness 

Measurement, Inc.  The information contained in this survey is not 

available anywhere else.  Staff is encouraged to identify other 

cost-comparison sources. 
 
Policy Implemented: September 20, 1995. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PENSION TRUST ASSET ALLOCATION POLICIES 

 

 

The following are the asset allocations for the Pension Trust and 

will be used to place assets with investment managers and 

portfolio rebalancing: 

 

DOMESTIC LARGE CAP EQUITY (30.1% of the total trust) 

 

60% enhanced index, 15% structured growth, 15% structured 

value and 10% core index. 

 

DOMESTIC SMALL CAP EQUITY (9.9% of the total trust) 

 

100% manager of managers 

 

INTERNATIONAL EQUITY (14.7%) 

 

60% large cap core active, 10% large cap concentrated, 10% 

large cap index, 10% small cap value, 10% small cap growth 

 

INTERNATIONAL EMERGING MARKETS (4.8%) 

 

100% emerging markets fund 

 

DOMESTIC FIXED INCOME (16.7%) 

 

20% active core bonds, 10% convertible bonds, 10% BBB average 

quality bonds, 25% passively managed bonds, 35% timberland  

 

HIGH YIELD BONDS (5.8%) 

 

100% active management 

 

INTERNATIONAL FIXED INCOME (5.0) 

 

100% active management (core) 

 

REAL ESTATE (6.8%) 

 

100% commingled real estate funds. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PENSION TRUST ASSET ALLOCATION POLICIES 

 

 

PRIVATE EQUITY (4.8%) 

 

CASH (1.5%) 

 

100% in custodial bank short term investment fund (STIF). 
 

Policy Implemented: September 20, 1995. 
Amended: July 28, 2000, December 10, 2004. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  INSURANCE TRUST ASSET ALLOCATION POLICIES 
 
The following are the asset allocations for the Insurance Trust and 

will be used to place assets with investment managers and portfolio 

rebalancing: 

 

DOMESTIC LARGE CAP EQUITY (10.7% of the total trust) 

 

60% enhanced index 15% structured growth, 15% structured value 

and 10% core index. 

 

DOMESTIC SMALL CAP EQUITY (5.3% of the total trust) 

 

 100% manager of managers 

 

CONVERTIBLE BONDS (6.1% of total trust) 

 

 100% active core 

 

INTERNATIONAL EQUITY (5.1% of the total trust) 

 

80% large cap core active, 10% small cap value, 10% small cap 

growth 

 

DOMESTIC FIXED INCOME (43.4% of the total trust) 

 

50% passively managed bonds, 25% active core bonds, 25% BBB 

average quality bonds 

 

TIPS (20.9%) 

  

 100% Treasury Inflation Protected Securities 

 

REAL ESTATE (5.7%) 

  

 100% commingled real estate funds  

 

CASH (2.9% of the total trust) 

 

 100% in enhanced money market demand account. 

 

Policy Implemented: September 20, 1995. 
Amended: November 2, 1997; January 22, 1999, August 18, 2000, 

December 10, 2004. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PERFORMANCE RELATED INVESTMENT MANAGER REVIEW 
 
 

 

The North Dakota State Investment Board (SIB) recognizes the 

inherent importance of assessing an investment manager because of 

performance. Thus, the following process of evaluation includes 

quantitative and qualitative input.  This procedure is structured 

to assist the SIB in recognizing potentially distressed investment 

managers, initiating a formal review process, and providing 

guidelines for termination if necessary.  Note:  The “Manager 

Review” terminology or concept is not meant to cause the manager to 

make substantive changes in investment philosophy, style, or 

strategies.  Rather, it is intended to define a period of close 

scrutiny of the manager’s activities, circumstances, and investment 

results. 

 
Factors which may result in a Manager Review: 
 

Significant changes in organizational structure 

 

Significant changes in investment philosophy 

 

Significant deviation in portfolio management from stated 

philosophy (style drift) 

 

Substandard investment performance 

 

Diminished confidence in manager 

 
Manager Review Procedures: 
 

Information is submitted to, or generated by, the Board which 

initiates consideration of a Manager Review. 

 

If warranted, the Board takes action to initiate a Manager Review. 

 

Based on the situation and with input from the Investment Director, 

the SIB suggests appropriate action to facilitate the Review. 

Action may include telephone conferencing, local or on-site visits 

with manager, investigation by consultants, appearance of manager 

before a select committee of the SIB, or appearance of the manager 

before the SIB. Investment Director initiates investigation of 

situation based on direction from SIB. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  PERFORMANCE RELATED INVESTMENT MANAGER REVIEW 
 
 

The Investment Director reports findings to SIB at a subsequent 

meeting. 

 

After considering findings of the Manager Review, SIB may: 

 

Remove manager from Review status 

 

Suggest additional action to facilitate Manager Review 

 

Relieve manager of duties 

 

In the case where continued investigation is warranted, the 

Investment Director will report new information and/or 

recommendations to the SIB as appropriate.  It will be considered 

the responsibility of the Investment Director to maintain awareness 

and consideration of the Review until the situation is resolved. 

 

It is important to recognize that situations occasionally arise of 

such a serious nature that a Manager Review process must be 

immediately initiated.  In such cases, the Investment Director is 

granted the authority to place an investment manager under Review, 

including the freezing of assets if necessary, and report on such 

action at the next meeting of the State Investment Board. 

 

In every case, the Investment Director is responsible for 

documenting the Manager Review process including recognition of: 

 

Reason of Manager Review 

 

Action taken to investigate the situation 

 

Report on results of investigation 

 

Report on resultant action taken by SIB 

 

Notification of investigation and conclusions to manager and 

consultants 

 

A complete record of Manager Review activities and history shall be 

maintained at the ND Retirement and Investment Office. 

 

Policy Implemented: June 27, 1997. 
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POLICY TYPE:  INVESTMENTS 
 

 POLICY TITLE:  BANK OF NORTH DAKOTA MATCH LOAN PROGRAM 
 
 
 

The SIB has committed $40 million ($25 million from the Pension 

Trust and $15 million from the Insurance Trust) a commitment to the 

Bank of North Dakota Match Loan Program. The purpose of the program 

is to encourage and attract financially strong companies to North 

Dakota. The program is targeted to manufacturing, processing and 

value-added industries. 

 

The SIB provides capital to the program by purchasing Certificates 

of Deposit (CD's) from the Bank of North Dakota. The CD's are 

guaranteed by the state, typically have seven to fifteen year 

maturities and pay interest pegged to US Treasury notes. 

 

The source of funding for CD's shall be determined by the 

Investment Director; that funding to be from the most appropriate 

source consistent with liquidity and relative yield and return 

objectives and constraints. 

 

Policy Implemented: April 24, 1998. 
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